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CLARITA-OLNEY WATER CO., INC.
Clarita, Oklahoma

MANAGEMENT DISCUSSION AND ANALYSIS
June 30, 2013

Unaudited

Our discussion and analysis of the financial performance of the Clarita-Olney Water Co., Inc. provides an
overview of the Corporation’s financial activities for the fiscal year ended June 30, 2013. Please read it in
conjunction with the Corporation’s financial statements, which begin on page 6.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of Net Position and the
Statement of Revenues, Expenses and Changes in Fund Net Position (on pages 6 and 7) provide
information about the activities of the Corporation for the year ended June 30, 2013. The statement of cash
flows on page 8 provides information related to cash received and expended by the corporation.

Reporting the Corporation as a Whole

Our analysis of the Corporation as a whole begins on page 4. One of the most important questions asked
about the Corporation’s finances is, “Is the Corporation as a whole better off or worse off as a result of the
year’s activities?” The Statement of Net Position and the Statement of Revenues, Expenses and Changes in
Fund Net Position report information about the Corporation as a whole and about its activities in a way that
helps answer this question. These statements include all assets and liabilities using the accrual basis of
accounting, which is similar to the accounting used by most private-sector companies. All of the current
year’s revenues and expenses are taken into account regardless of when cash is received or paid.

These two statements report the Corporation’s net position and changes therein. You can think of the
Corporation’s net position — the difference between assets and liabilities — as one way to measure the
Corporation’s financial health, or financial position. Over time, increases or decreases in the Corporation’s
net position are one indicator of whether its financial health is improving or deteriorating. You will need to
consider other non-financial factors, however, such as changes in the Corporation’s long-term debt and the
condition of the Corporation’s water distribution system, to assess the overall health of the Corporation.

In the Statement of Net Position and the Statement of Revenues, Expenses and Changes in Fund Net
Position, the Corporation performs one type of activity:

+ Business-Type Activities — The Corporation charges a fee to customers to help it cover all or most of
the cost of the service it provides. The Corporation’s water system is reported here.

Reporting the Corporation’s Most Significant Funds

Our analysis of the Corporation’s major fund begins on page 4. The Corporation utilizes one type of fund.

e Proprietary Funds — When the Corporation charges customers for the services it provides, these
services are generally reported in proprietary funds.




CLARITA-OLNEY WATER CQ., INC.
Clarita, Oklahoma

MANAGEMENT DISCUSSION AND ANALYSIS
June 30, 2013

Unaudited

THE CORPORATION AS A WHOLE

Net Position
The Corporation’s net position decreased -5.0% from $669,745 to $636,121. (See Table 1)

TABLE 1 — NET POSITION

Business-Type Activities Total
06/30/13 06/30/12 % Change
Capital Assets $ 324,742 $ 343,925 5.5%
Current and Other Assets 373,509 395,880 5.7%
Total Assets $_ 698,251 $_739.805 -5.6%
Liabilities : $ 62,130 $_ 70,060 -11.3%
Total Liabilities $_ 62,130 $__ 70,060 -11.3%
Net Position: '
Net Investment in Capital Assets $ 270,055 $ 283,509 -4.7%
Unrestricted 366,066 386,236 -5.2%
Total Net Position $_636.121 $_669.745 -5.0%
TABLE 2 — CHANGES IN NET POSITION
Business-Type Activities Total
06/30/13 06/30/12 % Change
Water Charges $ 165,014 $ 217,880 -24.3%
Interest Revenue ‘ 2.471 3,001 -17.7%
Total Revenues 167,485 220,881 -24.1%
Operating Expenses:
Operating Expense 201,109 201,794 0.0%
Total Expenses 201,109 201,794 0.0%
Changes in Net Position $(_33.624) $__19,087 -76.2%

Business-Type Activities

Revenues of the Corporation’s business-type activities decreased by -24.1% ($167,485 in 2013 compared to

$220,881 in 2012) and expenses decreased by less than 1% ($201,109 in 2013 compared to $201,794 in
2012).




CLARITA-OLNEY WATER CO., INC.
Clarita, Oklahoma

MANAGEMENT DISCUSSION AND ANALYSIS
June 30, 2013

Unaudited

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

At the end of June 30, 2013, the Corporation had $836,773 invested in capital assets, including water
distribution systems and equipment (see table below).

06/30/13 06/30/12 % Change
Water Distribution System $ 803,545 $ 803,545 0.0%
Building 14,500 14,500 0.0%
Equipment 18,728 18,728 0.0%
Total $_836.773 $_836,773 0.0%

More detailed information about the Corporation’s capital assets is presented in Note 1 and Note 2 of the
financial statements.

CONTACTING THE CORPORATION'S FINANCIAL MANAGEMENT

This financial report is designed to provide our customers and creditors with a general overview of the
Corporation’s finances and to show the Corporation’s accountability for the money it receives. If you have

questions about this report, or need additional financial information, contact the Manager’'s Office at PO Box
81, Clarita, Oklahoma.

Donna Bolin
Manager
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CLARITA-OLNEY WATER CO., INC.

Clarita, Oklahoma
STATEMENT OF NET POSITION
PROPRIETARY FUNDS

June 30, 2013

ASSETS
Current Assets:
Cash
Accounts Receivable
Investments
Total Current Assets
Non-Current Assets:
Investments
Water Distribution System
Building
Equipment
Less: Accumulated Depreciation
Total Non-Current Assets

TOTAL ASSETS

LIABILITIES AND NET POSITION
Liabilities:
Current Liabilities:
Accounts Payable
Current Portion of Long-Term Debt
Rental Deposits
Total Current Liabilities
Non-Current Liabilities:
Long-Term Debt
Less: Current Portion
Total Non-Current Liabilities
Total Liabilities
Net Position:
Net Investment in Capital Assets
Unrestricted
Total Net Position

TOTAL LIABILITIES AND NET POSITION

*

The accompanying notes are an integral part of the financial statements.
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CLARITA-OLNEY WATER CO., INC.
Clarita, Oklahoma

STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN FUND NET POSITION

PROPRIETARY FUNDS

For the Year Ended June 30, 2013

Water
Operating Revenues:
Water Charges ‘ $ 165,014
Total Operating Revenues 165,014
Operating Expenses:
Personnel Services 43,200
Maintenance and Operations 64,903
Materials and Supplies 73,823
Depreciation 19,183
Total Operating Expenses 201,109
Operating Income (Loss) (36,095)
Non-Operating Revenue (Expense):
Interest Revenue 2,471
Total Non-Operating Revenues (Expense) 2,471
Income (Loss) Before Other Financing Sources and
and (Uses) ' (33,624)
Other Financing Sources (Uses):
Capital Contributions 0
Operating Transfers In (Out) 0
Total Other Financing Sources (Uses) 0
Change in Net Position (33,624)
Net Position, June 30, 2012 669,745
NET POSITION, June 30, 2013 $ 636,121

*

The accompanying notes are an integral part of the financial statements.
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CLARITA-OLNEY WATER CO., INC.

Clarita, Oklahoma
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

For the Year Ended June 30, 2013

Cash Flows From Operating Activities:
Receipts from customers

Payments to suppliers

Payments for labor

Other receipts (payments)

Net Cash Provided (Used) by Operating Activities

Cash Flows From Non-Capital Financing Activities:
Debt Principal Reduction

Net Cash Provided (Used) by Non-Capital
Financing Activities

Cash Flows From Capital and Related Financing Activities:

Net Cash Provided (Used) by Capital and
Related Financing Activities(Depreciation)

Cash Flows Provided by Investing Activities:
Purchase of Investments

Interest

Purchase of Capital Assets

Net Cash Provided (Used) by Investing Activities
Net Increase (Decrease) in Cash
Cash, June 30, 2012

CASH, JUNE 30, 2013

*
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The accompanying notes are an integral part of the financial statements.
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Page 2 of 2
CLARITA-OLNEY WATER CO., INC.
Clarita, Oklahoma

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

For the Year Ended June 30, 2013

Enterprise
Funds
Cash Consists of: :
Demand Deposits $ 154,484
TOTAL CASH, END OF YEAR $ 154,484

Reconciliation of operating income (loss) to net cash

provided (used) by operating activities:
Operating income (loss) $  (36,095)
Adjustments to reconcile operating income to net cash

provided by operating activities:

Depreciation expense 19,183
Change in assets and liabilities:

Payable (2,200)

Receivables 18,430

Net Cash Provided by Operating Activities $ 682

*

The accompanying notes are an integral part of the financial statements.
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CLARITA-OLNEY WATER CO., INC.
Clarita, Oklahoma

NOTES TO FINANCIAL STATEMENTS

June 30, 2013

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization - The Clarita-Olney Water Company, Inc. was incorporated under the laws of the State of
Oklahoma in accordance with Title 82 of the Oklahoma Statutes, as a subdivision of the State of Oklahoma. The
Clarita-Olney Water Company, Inc. was organized for the purpose of constructing and operating a water supply
distribution system serving the members of the Corporation. The Corporation was organized November 14,
1968.

The Corporation’s financial statements are prepared in accordance with generally accepted accounting
principles (GAAP). The Governmental Accounting Standards Board (GASB) is responsible for establishing
GAAP for state and local governments through its pronouncements (Statements and Interpretations). The

more significant accounting policies in GAAP and used by the Corporation are discussed in subsequent
sections.

Reporting Entity - For financial reporting purposes, the Corporation complies with Governmental Accounting
Standards Board (GASB) Cod. Sec. 2100, in defining the Corporation’s financial reporting entity. All of the
officials and activities described above are included in the Corporation’s reporting entity.

Basic Financial Statements - Fund Financial Statements - The financial transactions of the Corporation are
reported in individual funds in the fund financial statements. Each fund is accounted for by providing a
separate set of self-balancing accounts that comprises its assets, liabilities, reserves, fund equity, revenues

and expenditures/expenses. The various funds are reported by generic classification within the financial
statements. v

The following fund type is used by the District:

Proprietary Fund - The focus of proprietary fund measurement is upon determination of operating
income, changes in net position, financial position, and cash flows. The generally accepted accounting
principles applicable are those similar to businesses in the private sector. The following is a description of
the proprietary fund of the District.

Enterprise Funds are required to be used to account for operations for which a fee is charged to
external users for goods or services and the activity (a) is financed with debt that is solely secured by a
pledge of the net revenues, (b) has third party requirements that the cost of providing services,
including capital costs, be recovered with fees and charges or (c) establishes fees and charges based
on a pricing policy designed to recover similar costs.

The emphasis in fund financial statements is on the major fund in the business-type activity category. The
Corporation has no other funds.

10




CLARITA-OLNEY WATER CO., INC.
Clarita, Oklahoma

NOTES TO FINANCIAL STATEMENTS

June 30, 2013

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

Basis of Accounting - Basis of accounting refers to the point at which revenues or expenditures/expenses
are recognized in the accounts and reported in the financial statements. It relates to the timing of the
measurements made regardless of the measurement focus applied.

Accrual - Business-type activities in the proprietary fund financial statements are presented on the accrual
basis of accounting. Revenues are recognized when earned and expenses are recognized when incurred.

Estimates — The preparation of financial statements, in conformity with generally accepted accounting
principles, requires management to make estimates and assumptions that affect certain reported amounts
and disclosures. Accordingly, actual results could differ from those estimates.

Financial Sfatement Amounts:

Cash — For purposes of the Statement of Cash Flows, cash consists of demand deposits maintained at
financial institutions insured by the Federal Deposit Insurance Corporation (FDIC). Deposits are carried at
cost.

Investments — Investments consist of certificates of deposits maintained at financial institutions insured by

the Federal deposit Insurance Corporation (FDIC). Deposits are carried at cost, which approximates fair
market value.

Matures Cost
6 Month CD 12/27/13 $ 100,828
36 Month CD 05/06/14 $104,246

Concentration of Credit Risk — Bank balances at year end are categorized as follows to give an indication of
the level of risk assumed by the organization.

Unreconciled

Carrying

Category Amount
1) Insured or collateralized with securities held by the organization or by

its agent in the organization’s name. $ 359,532
2) Collateralized with securities held by the pledging financial institution’s

trust department. 0
3) Uncollateralized ' ‘ 0

TOTAL $.359,532

Receivables — Accounts receivable consist of June customer water billings which were received in July.

Accounts Payable — Accounts payable consist of June water supply usage which was paid in July.
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CLARITA-OLNEY WATER CO., INC.
Clarita, Oklahoma

NOTES TO FINANCIAL STATEMENTS

June 30, 2013

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINUED

Proprietary Fund Net Position — Proprietary fund net position is divided into three components:

o Net investment in capital assets — consist of the historical cost of capital assets less accumulated
depreciation and less any debt that remains outstanding that was used to finance those assets.

* Restricted net position — consist of assets that are restricted by the Corporation’s creditors (for
example, through debt covenants), by the state enabling legislation (through restrictions on shared
revenues), by grantors (both federal and state), and by other contributors as applicable.

e Unrestricted — all other net position is reported in this category.

Revenues and Expenses — The Corporation’s proprietary funds distinguish between operating and non-
operating revenues and expenses. Operating revenues and expenses of the Corporation (including tap fees
for the water fund) and the costs of providing those services, including depreciation and excluding interest
cost. All other revenues and expenses are reported a non-operating.

Revenues — Substantially all revenues are accrued. Subsidies and grants to proprietary funds, which finance
either capital or current operations, are reported as non-operating revenue based on GASB 33. In applying
GASB Statement No. 33 to grant revenues, the provider recognizes liabilities and expenses and the
recipient recognizes receivables and revenue when the applicable eligibility requirements, including time
requirements, are met. Resources transmitted before the eligibility requirements are met are reported as
advances by the provider and deferred revenue by the recipient.

Expenditures — Expenditures are recognized when the related fund liability is incurred.
Restricted Resources — When an expense is incurred that can be paid using either restricted or unrestricted

resources (net position), the Corporation’s policy is to first apply the expense toward restricted resources
and then toward unrestricted resources.

Capital Assets — Capital assets purchased or acquired with a useful life in excess of one year are reported at
historical cost or estimated historical cost. Contributed assets are reported at fair market value as of the date
received. Additions, improvements, and other capital outlay that significantly extend the useful life of an
asset are capitalized. Other costs incurred for repairs and maintenance are expensed as incurred.
Depreciation on all assets is provided on the straight-line basis over the following estimated useful lives.

Water Distribution Systems 50 years
Building 15 years
Equipment 3to 7 years

Compensated Absences — The Corporation has no employees. All personnel services are provided in the
capacity of contract labor.
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CLARITA-OLNEY WATER CO., INC.
Clarita, Oklahoma

NOTES TO FINANCIAL STATEMENTS

June 30, 2013

NOTE 2: CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2013 was as follows:

Business-Type Activities:

Balance Balance

06/30/12 Additions Dispositions 06/30/13
Water Distribution System $ 803,545 $ 0 $ 0 $ 803,545
Equipment 18,728 0 0 18,728
Building 14,500 0 0 14,500
Total 836,773 0 0 836,773
Accumulated Depreciation (492,848) ( 19,183) 0 (. 512,031)
Net Business-Type Capital Assets  $__343,925 $( 19,183) $ 0 $_324,742

NOTE 3: LITIGATION

At June 30, 2013 the Corporation was not involved in any pending or threatened litigation, which would have

a material impact on these financial statements.

NOTE 4: WATER CONTRACT

The Corporation and the City of Coalgate have jointly negotiated a contract whereby the Corporation agrees
to purchase its water needs from the City of Coalgate. The current price is $2.30 per 1,000 gallons used.

NOTE 5: LONG-TERM DEBT

On February 1, 2002 the Corporation entered into a CDBG-CD promissory note agreement with the Coal
County Public Facilities Authority for the purpose of water system improvements. The original amount of the
note was $125,000. The note carries a 0% fixed interest rate and matures on February 1, 2022. Scheduled

principal payments for the note total $6,250 annually.

Principal Principal
Balance Balance
06/30/12 Additions Retirements 06/30/13
Note Payable
CDBG-CD $_60.416 $ 0 $(_5.729) $_54.687

Future Debt Service Requirement — Debt service requirements for the remainder of the note are as follows:

June 30

2014

2015

2016

2017

2018

2019 - 2022
TOTAL

13

$ 6,250
6,250
6,250
6,250
6,250

23,437
$_54.687




CLARITA-OLNEY WATER CO., INC.
Clarita, Oklahoma

NOTES TO FINANCIAL STATEMENTS

June 30, 2013

NOTE 6: RISK MANAGEMENT

The District is exposed to various risks of loss related to'torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. During the year ended June 30, 2013,
the District carried insurance through various commercial carriers to cover all risks of losses. The District

has had no settled claims resulting from these risks that exceeded its commercial coverage in any of the
past three fiscal years.

NOTE 7: SUBSEQUENT EVENTS

Date of Management Evaluation — Management of the Corporation has evaluated subsequent events
through October 22, 2013, which is the date the financial statements were available to be issued.
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CLARITA-OLNEY WATER CO., INC.
Clarita, Oklahoma

STATUS OF PRIOR AUDIT FINDINGS

June 30, 2013

SEGREGATION OF DUTIES

Condition: Due to the limited number of personnel involved in the operating of the fiscal office, most

of those aspects of internal accounting control, which rely upon an adequate segregation of duties
are, for all practical purposes, missing in the organization. However, we recognize that the
organization’s administration is not large enough to make the employment of additional persons, for
the purpose of segregating duties, practical from a cost-benefit standpoint.

Current Status: See current audit finding 06-1.

INEFFECTIVE CONTROLS OVER SELECTION AND APPLICATION OF GENERALLY ACCEPTED
ACCOUNTING PRINCIPALS

Condition: Significant control deficiencies exist which adversely affect the organization’s ability to
initiate, authorize, record, process and report financial data reliably in accordance with accounting
principles generally accepted in the United States of America. Recurring adjustments are required to
be made to the financial statements which are compiled by auditors. Cash receipts and cash
disbursements journals are not maintained by the organization. In addition, financial statements are
not originated and maintained by the organization.

Current Status: The organization now maintains a cash receipts/disbursements ledger, however,
ineffective controls still exist. See current audit finding 07-1.
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CLARITA-OLNEY WATER CO., INC.
Clarita, Oklﬂahoma

SCHEDULE OF FINDINGS AND RESPONSES

For the Year Ended June 30, 2013

06-1SEGREGATION OF DUTIES

07-1

Criteria: . Effective internal controls rely upon propér segregation of duties to detect and prevent
possible fraudulent activities. It is the responsibility of Clarita-Olney Water Company to safeguard its
assets and one of the best methods to establish good internal controls is to develop and implement
adequate segregation of duties. One of the effective methods to establish good internal controls is to
develop and implement adequate segregation of duties.

Condition: Due to the limited number of personnel involved in the operating of the fiscal office, most .
of those aspects of internal accounting control, which rely upon an adequate segregation of duties

are, for all practical purposes, missing in the organization. However, we recognize that the

organization’s administration is not large enough to make the employment of additional persons, for

the purpose of segregating duties, practical from a cost-benefit standpoint.

Cause/Effect: Inappropriate, inaccurate and/or fraudulent transactions could be made and not be
detected during the normal course of business.

Recommendation: SAUNDERS & ASSOCIATES, PLLC recommends increased oversight by the
Board over all financial activities.

Response: Due to the size of the water district, it is not feasible to hire additional personnel for the
purpose of segregating duties.

INEFFECTIVE CONTROLS OVER SELECTION AND APPLICATION OF GENERALLY ACCEPTED
ACCOUNTING PRINCIPLES

Criteria: It is the responsibility of Clarita-Olney Water Company to safeguard assets and funds
under its stewardship. It is the responsibility of the organization to be knowledgeable about the
selection and application of the appropriate GAAP that impact the organization.

Condition: Slgmﬁcant control deficiencies exist which adversely affect the organization’s ability to
initiate, authorize, record, process and report financial data reliably in accordance with accounting
principles generally accepted in the United States of America. Recurring adjustments are required to
be made to the financial statements which are compiled by auditors. In addition, financial statements
are not originated and maintained by the organization.

Cause/Effect Inappropriate, inaccurate and/or fraudulent transactlons could be made and not be
detected during the normal course of business.

Recommendation: SAUNDERS & ASSOCIATES, PLLC recommends a compilation of the financial
statements by an outside fee accountant. This process will enhance internal control over financial
reporting within the organization.

Response: District has purchased additional software to help with accounting reports. Also, all the
payments for water sold is collected at Shamrock Bank.
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